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The  challenge  for  this  administration  and  for  this  session  of  the  legislature  is  to  deal  with  the 
current  deficit  and  lay  the  foundation  for  long  term  growth.  Let's  review  what  we  have  to  work  with. 
Montana's  per  capita  income  was  83%  of  the  national  average  in  1968  and  only  84%  in  1991. 
Montanans  spend  a  greater  percentage  of  that  per  capita  income  on  government  than  the  national 
average.  Per  capita  income  must  be  increased  if  we  are  to  improve  the  lives  of  our  citizens.  If  the 
economy  is  growing,  there  will  be  an  increased  ability  to  pay  for  the  public  services  that  must  be 
provided  in  any  society.  If  we  are  going  to  increase  per  capita  income,  we  must  broaden  the  tax  base, 
encourage  business  investment,  and  enable  Montana  to  attract  and  retain  higher  wage  jobs. 

The  budget  for  fiscal  years  1994  and  1995  should  be  crafted  with  two  challenges  in  mind. 
The  first  is  that  the  ever-present  and  growing  deficits  in  the  school  foundation  program  and  state 
general  fund  will  require  that  there  be  reductions  in  the  current  level  of  general  fund  spending.  The 
second  is  that  the  only  way  to  assure  that  the  citizens  of  this  state  have  decent  incomes,  and  can 
afford  needed  state  programs  in  the  future,  is  to  increase  the  level  of  economic  growth  in  Montana. 
That  growth  can  only  be  accomplished  through  significant  reform  of  our  tax  system. 

Our  first  challenge  is  to  deal  with  the  current  spending  problem.  We  cannot  ask  the  people  of 
a  state  with  low  per  capita  income  to  pay  any  more  than  necessary  for  government.  We  must  match 
the  downsizing  of  private  corporations  now  taking  place  in  this  country  and  in  many  other  countries 
around  the  world.  We  must  reduce  the  burden  of  government  on  our  taxpayers.  We  must  be  more 
efficient  in  providing  necessary  services. 

Montana  is  not  alone  in  facing  this  challenge.  Every  day  the  news  is  full  of  layoffs  at  major 
corporations  and  other  government  entities.  Why?  Because  the  real  growth  in  our  national  economy 
and  in  our  state  economy  is  in  lower  wage  jobs.  With  the  imminent  approval  of  the  trade  treaty  with 
Mexico,  there  will  be  even  more  pressure  on  real  wages  in  this  country.  If  real  wages  in  manufacturing 
industries  are  under  pressure,  the  ability  of  all  wage  earners  to  pay  for  government  services  or 
purchase  consumer  goods  is  reduced.  The  successful  governments  and  businesses  in  the  1990s  will 
be  those  that  understand  the  need  to  become  more  efficient.     Governments  must  become  more 


efficient  so  that  they  can  reduce  relative  tax  burdens  on  their  citizens  and  help  their  economies  grow. 

If  government  does  not  become  more  efficient,  Montana  will  lose  jobs  and  opportunities  for 
residents  to  earn  a  decent  living  in  an  ever  more  competitive  world  economy.  Businesses  have  to  hold 
down  all  costs  of  production,  including  taxes  if  they  are  to  remain  competitive  in  that  same  global 
economy.  We  must  address  the  need  for  streamlining  and  making  more  efficient  our  systems  of 
delivering  public  services  if  we  are  to  reduce  the  relative  tax  burden  on  our  citizens. 

If  we  can  keep  Montana's  economy  growing,  we  will  have  the  ability  to  provide  needed  and 
necessary  government  services.  If  we  cannot  get  the  growth  that  we  need,  we  will  have  few  options 
other  than  cutting  government  every  biennium. 

Montana's  state  spending  problem  is  essentially  a  state  general  fund  problem.  Montana  spends 
74%  of  its  general  fund  dollars  for  education  and  human  services.  If  there  is  to  be  a  meaningful 
change  in  state  government  spending,  it  must  be  concentrated  in  those  areas.  How  might  these 
changes  be  accomplished?  We  have  some  recommendations  that  will  provide  a  place  to  start.  As  this 
discussion  progresses  others  may  put  forth  ideas  which  are  even  more  worthy  of  support.  We  are  not 
irrevocably  committed  to  these  recommendations,  but  we  are  irrevocably  committed  to  reducing 
spending  by  at  least  these  amounts. 


HIGHER  EDUCATION 

The  Montana  University  System  must  be  reorganized  to  reduce  the  amount  of  money  spent  on 
administration.  We  are  proposing  a  reorganization  of  the  university  management  structure  that  is 
designed  to  reduce  the  layers  of  overhead  and  empower  the  faculty  to  focus  on  the  level  of  education 
that  our  students  deserve  and  must  have  to  compete  in  the  next  century.  The  numbers  of  presidents, 
vice  presidents  and  assistants  to  the  presidents  must  be  reduced  as  well  as  the  cost  of  the 
Commissioner's  Office. 

Make  no  mistake,  all  of  us  recognize  the  importance  of  higher  education.  Montanans  embrace 
its  public  units  with  a  high  degree  of  utilization  and  the  expectation  of  quality  and  access.  Montana 
residents  also  support  higher  education  through  the  state's  tax  system.  So  unique  is  Montana's  feeling 
for  education  that  residents  vote  every  ten  years  by  statewide  referendum  to  support  a  portion  of  the 
system's  budget  through  a  six  mill  levy.  During  the  1 988  election  year,  which  focused  great  attention 
on  the  tax  debate,  the  referendum  passed  by  almost  two  to  one.  The  goal  of  Montana's  University 
System  has  always  been  to  supply  higher  education  programs  of  quality  while  ensuring  open  access. 

Today's  higher  education  system  was  fashioned  in  1 972  after  a  new  constitution  was  adopted 
by  the  people  of  Montana.  Government  of  the  university  system  was  to  be  provided  by  a  seven  person 
Board  of  Regents  appointed  by  the  Governor.  A  commissioner  form  of  management  was  chosen  to 
oversee  higher  education  and  to  formulate  a  cohesive  and  integrated  system  of  post-secondary 
institutions. 

When  first  conceived,  the  university  system  office  was  managed  by  a  staff  of  four.  The  next 
twenty  years  brought  the  addition  of  the  Community  Colleges  and  Vocational  Technical  Centers  into 
that  system.  An  additional  15  employees  were  added  to  assist  with  the  molding  of  these  units  into 
a  cohesive  system. 

This  brings  us  to  the  present  structure  and  the  reason  that  two  decades  later  Montanans  are 
asking  questions  about  the  governance  of  higher  education.   They  want  to  know  whether  Montana's 
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system  operates  best  in  its  present  form  or  whether  the  1  990s  require  a  restructuring  of  higher 
education.  Montanans  want  to  know  that  their  past  support  has  indeed  given  them  the  best 
educational  system  the  state  can  offer.  How  do  we  begin  to  address  the  concerns  of  Montanans  for 
more  efficiency  and  yet  maintain  a  good  system  of  post-secondary  education? 

Our  first  recommendation  is  a  lump-sum  appropriation  from  the  general  fund  for  all  of  post- 
secondary  education.  This  appropriation  which  would  be  allocated  by  the  Board  of  Regents,  with  a 
reduction  in  the  current  level  general  fund  allocation  of  $25  million  for  the  biennium.  This 
recommendation  exceeds  the  general  fund  recommendation  in  the  Executive  Budget  by  $1  8.3  million. 
It  also  takes  a  major  first  step  in  implementing  the  intent  of  the  1  972  Constitution  which  provides  the 
Board  of  Regents  full  power  over  the  University  System.  This  recommendation,  however,  is  qualified 
in  that  we  are  requesting  that  the  Regent's  allocation  plan  must  place  budgetary  constraints  on  the 
amount  to  be  expended  for  administration  in  post-secondary  education.  We  are  also  requesting  that 
the  Regent's  plan  not  incorporate  a  tuition  increase  for  Montana  resident  students  beyond  that  amount 
currently  approved  by  the  Regents.  The  Regents  have  chosen  to  rely  heavily  on  tuition  increases 
during  the  last  two  special  sessions  of  the  legislature  rather  than  reduce  budgets.  We  feel  that 
additional  tuition  hikes  for  Montana  residents  should  not  be  the  first  and  primary  course  of  action 
during  these  tight  financial  times. 

Our  concern  about  administrative  costs  is  based  on  the  comments  that  we  have  received  from 
the  public  and  the  following  observations  of  the  operating  budgets  of  the  units: 

The  operating  budget  approved  by  the  regents  for  fiscal  year  1 993  provides  that  for  every  four 
contract  faculty  members  there  is  one  contract  administrator.  (1,581  contract  faculty  and  402 
contract  administrators).  One  administrator  for  every  four  faculty  members  is  simply  not  acceptable  - 
-  there  must  be  greater  administrative  efficiency  and  the  regents  should  be  able  to  provide  leadership 
to  provide  it. 

The  regents  just  approved  a  $5.5  million  dollar  budget  amendment  in  December  1 992  to  spend 
additional  revenue  from  increased  tuition  and  enrollment.   Only  $1 .7  million  (31  %)  of  the  $5.5  million 


budget  amendment  was  allocated  to  the  instruction  program.  The  remaining  70%  went  elsewhere. 
Over  $1.8  million  (34%)  went  into  the  administration.  The  major  portion  was  used  to  reimburse  a 
budgeted  deficit  approved  by  the  Regents  in  the  administration  program  at  The  University  of  Montana 
of  approximately  $1 .7  million. 

In  addition  a  survey  of  administrative  cost  trends  in  the  Montana  University  System  conducted 
earlier  this  year  by  the  Commissioner's  office  reveals  the  following  examples  of  growth  in 
administration: 

ACADEMIC  SUPPORT  PROGRAM: 

-  U  of  M  increased  the  costs  of  academic  administration  from  $1,496,771    in  FY  89  to 
$2,180,369  in  FY  91  for  an  increase  of  $683,398  or  45%  over  three  years. 

-  E  M  C's  increase  for  the  same  period  went  from  $567,845  to  $783,378  for  an  increase  of 
38%. 

-  WMCUM's  (Western's)  increase  for  the  same  period  went  from  $29,241  to  $50,733  for  an 
increase  of  73%. 

FY  89  FY  91  Increase  Per  Cent 

U  of  M  $1,496,711  $2,180,369  $683,398  46 

EMC  567,845  783,378  215,533  38 

WMCUM  29,241  50,733  21,492  73 

INSTITUTIONAL  SUPPORT  PROGRAM: 

-    Examples  of  increases  in  the  Executive  Management  Subcategory  of  this 
program  for  the  three  year  period  of  FY  89  to  FY  91  were  as  follows: 


FY  89 


FY  91 


Increase 


Per  Cent 


U  of  M 
EMC 
TECH 
WMCUM 


$1,251,122  $1,517,337  $266,215 


602,615 


110,578 


252,243 


837,394  234,779 


224,269 


331,449 


113,691 


79,206 


26 

39 

103 

31 


These  increases  were  taking  place  at  a  time  when  Montana  government  was 
already  facing  heightened  financial  difficulty  and  the  budgets  of  all  state  agencies  were 
extremely  tight.  This  trend  of  increasing  administration  expenditure  not  only  has  to 
stop,  it  must  be  reversed  if  the  citizens  of  Montana  are  going  to  be  assured  that  it  is 
getting  the  most  out  of  every  higher  education  dollar. 

We  will  request  that  the  Regents'  plan  reduce  the  total  system  expenditures 
appropriated  to  administration  and  institutional  support  in  the  university  system  by  not 
less  than  10  percent  over  the  next  two  years.  This  may  require  larger  reductions  on 
some  campuses  than  others. 

We  are  also  requesting  that  the  regents  submit  a  plan  for  legislative 
consideration  that  reduces  the  general  fund  cost  of  the  Commissioner's  Office  by  50 
percent  in  its  budget  submission  for  the  1995  legislature. 

There  has  been  increasing  discussion  and  public  concern  regarding  the  current 
higher  education  governance  and  educational  delivery  system.  We  believe  that  the 
time  for  change  is  now.  Therefore,  we  are  also  requesting  the  Board  of  Regents  to 
submit  to  the  legislature  by  the  60th  day,  data  and  recommendations  with  regard  to 


the  following: 

1 )  the  advantages  relative  to  administrative  cost  savings  and 
potential  efficiency  in  the  delivery  of  academic  programs  by  merging  Eastern 
Montana  College  in  Billings  with  the  University  of  Montana,  similar  to  the 
WMCUM  merger. 

2)  the  advantages  relative  to  administrative  cost  savings  and  the  potential 
efficiency  in  the  delivery  of  academic  programs  by  merging  Northern  Montana 
College  in  Havre  and  Montana  College  of  Mineral  Science  and  Technology  in 
Butte  with  Montana  State  University,  similar  to  the  WMCUM  merger. 

3)  the  advantages  of  moving  vocational-technical  system  governance  out  of 
the  Commissioner's  office  in  Helena  and  each  of  the  five  centers  to  an 
academic  division  for  technical  education  at  Northern  Montana  College. 

4)  with  regard  to  our  graduate  programs,  provide  data  that  answers  the 
following  questions: 

A)  where     do     our     graduate     students     come     from?         (high 
school  origin) 

B)  how    much    does    graduate    education    cost    compared    to 
undergraduate  instruction  per  student  credit  hour  (by  discipline)? 

C)  where  are  graduate  students  being  placed  for  employment  upon 
graduation? 

D)  why    is    tuition    the    same    for    graduate    education    as    for 
undergraduate  education? 

5)  in  response  to  the  public  concern  that  many  of  our  students  are  not 
graduating  in  four  years,  present  data  for  the  past  two  academic  years  showing 
the   ratio  of  the  student  credit  hours  earned   by  discipline  or  degree   for 

8 


graduating  students  compared  to  the  number  of  student  credit  hours  required 

for  graduation;  and 

6)  the  consequences  and  cost  savings  from  eliminating  the  Commissioner  of 

Higher   Education    and    replacing   the   position    with    an    Executive    Director, 

accompanied  by  the  downsizing  of  staff  and  salaries  to  provide  for  coordination 

similar   to   that    which    existed    prior   to   the    adoption    of   the    1 972    state 

constitution. 

Some  of  the  professional  staff  employed  within  the  central  office  are  the 
highest  paid  professionals  in  Montana  with  total  compensation  at  or  near  the  $  1 00,000 
per  year  level.  These  exceed  by  far  the  salaries  of  the  chief  justice  and  associate 
justices  as  well  as  other  elected  officals  and  department  directors  in  state  government. 
While  other  agencies  have  frozen  top  level  salaries  this  past  year,  the  regents  chose 
to  increase  the  salaries  at  the  top  levels  in  spite  of  the  growing  state  deficit.  The 
increasing  cost  of  central  administration  cannot  be  spared  the  scrutiny  of  the  legislature 
or  the  public. 

We  further  suggest  that  all  course-related  designated  student  fees  be  included 
in  the  University  system's  current  unrestricted  fund  and  that  these  fund  balances  be 
part  of  the  equation  as  the  budget  is  prepared.  We  endorse  the  concept  of  tuition 
indexing  to  the  extent  that  it  means  that  out  of  state  students  pay  the  full  cost  of 
education  in  the  Montana  University  System. 

Finally,  we  will  also  recommend  that  legislation  be  enacted  which  we  will  refer 
to  as  the  Higher  Education  Budget  Reduction  Planning  Act.  The  purpose  of  the  act  will 
be  to  provide  a  mechanism  complete  with  appropriate  timetables  to  ensure  that  the 
Board  of  Regents  will  have  meaningful  plans  in  place  on  an  on-going  basis  to 
accommodate  needed  budget  rescissions.  The  need  for  rescissions  can  be  created  by 
unanticipated  downturns  in  state  revenue  due  to  changing  economic  conditions.   The 


higher  education  industry  has  contractual  commitment  policies  that  require  much  more 
deliberate  planning  on  the  Regents  part  if  higher  education  is  called  on  to  participate 
in  budget  rescissions. 

Our  position  is  that  there  is  a  need  to  recognize  what  we  can  afford  as  a  state  and 
also  not  to  lose  sight  of  the  fact  that  a  healthy  system  of  higher  education  is  needed 
to  provide  a  necessary  part  of  the  infrastructure  Montana  needs  as  we  move  into  the 
next  century.  Given  the  financial  condition  of  the  state,  a  $25  million  reduction  is 
reasonable  and,  given  the  reorganization  which  we  recommend,  we  believe  that  it  can 
be  accomplished  without  a  negative  effect  on  the  quality  of  classroom  instruction. 


10 


K  -  12  SPENDING 

The  next  area  to  be  reviewed  must  be  K-12  education.  The  Executive  Budget 
reduces  the  number  of  school  districts  to  one  per  county.  This  is  one  way  to  approach 
the  need  to  reduce  administrative  expenses.  Representative  Dave  Wanzenreid  (D- 
Kalispell)  has  an  alternative  proposal  which  would  give  local  school  boards  more 
latitude  by  transferring  the  cost  of  administration,  superintendents,  principals  and  their 
staff,  from  the  state  to  the  local  property  taxpayers.  This  would  mean  the  local  voters 
could  determine  to  what  extent  they  needed  to  have  the  superintendent  and  principal 
staffing  which  now  exists. 

Our  proposal  differs  from  this  proposal  by  requiring  only  a  50%  reduction  in 
state  support  of  administration.  Obviously,  the  cooperation  of  the  Board  of  Public 
Education  will  be  necessary  to  allow  districts  to  restructure  administrative  staffing. 
This  must  be  done  if  we  are  to  accomplish  the  goal  of  reducing  administrative  expenses 
and  holding  down  the  cost  of  education  without  reducing  the  effectiveness  of  the 
classroom  teacher. 

Certainly  less  administrative  staff  is  needed  in  these  days  of  fax  machines, 
computerized  communications  and  good  transportation.  The  Superintendent  of  Public 
Instruction  reports  that  the  total  of  district  expenditures  for  extra-curricular  activities 
and  administration  is  over  $65  million  a  year. 

If  we  reduce  the  schedules  by  5%  and  adjust  the  Guaranteed  Tax  Base  to  be 
mindful  of  equalization  concerns,  we  would  save  $28.2  million  in  state  general  fund 
in  the  1995  biennium.  Representative  Wanzenreid  proposes  a  reduction  of  over  $60 
million  which  we  believe  is  too  severe  for  the  districts  to  absorb  immediately.  If  the 
school  boards  and  the  local  taxpayers  can  be  convinced  that  there  is  an  absolute  need 
for  every  dollar  currently  spent  on  administration,  then  that  is  their  choice  on  a  district- 
by-district  basis. 
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There  are  additional  areas  of  the  K-12  budget  that  deserve  review  by  the 
legislature.  We  invite  discussion  by  the  legislature  of  whether  we  really  accomplish 
anything  by  spending  token  amounts  of  state  funds  to  establish  special  programs  for 
gifted  and  talented  students,  by  maintaining  a  limited  number  of  secondary  vocational 
education  programs  in  high  schools,  or  by  subsidizing  with  state  dollars  the  drivers 
education  programs  in  high  schools  across  the  state.  Elimination  of  these  programs 
from  the  state  budget  will  save  additional  funds  which  we  have  not  considered  in  our 
calculations. 

A  recent  Legislative  Audit  Report  suggests  that  if  Federal  Payments  in  Lieu  of 
Taxes  were  collected  by  the  state  and  passed  through  to  local  jurisdictions,  the  state 
would  receive  larger  net  payments.  The  local  jurisdictions  would  receive  their  money 
on  a  pass-through  basis  and  have  no  loss.  The  state  would  generate  an  additional  $6.8 
million  during  the  biennium  which  could  be  used  as  a  source  of  revenue  for  the  school 
equalization  aid  account  and  would  reduce  general  fund  expenditures  by  a  like  amount. 
The  Legislative  Auditor's  Office  deserves  a  vote  of  thanks  for  finding  this  additional 
revenue  and  disclosing  its  availability. 

HUMAN  SERVICES 

Human  Services  budgets  have  been  dominated  over  the  past  few  years  by  the 
rapid  increase  in  Medicaid  expenditures.  Recognizing  that  adjustments  must  be  made 
in  the  human  services  area,  we  are  recommending  the  following  reductions.  These 
recommendations  are  made  after  considerable  discussion  with  Department  of  SRS 
program  staff  and  we  believe  their  implementation  will  result  in  a  more  efficient  and 
equitable  allocation  of  scarce  state  resources.  The  table  on  the  following  page 
presents  a  summary  of  the  recommended  adjustments  and  their  corresponding  fiscal 
impact  on  the  1995  Biennium  Executive  Budget.  A  brief  description  of  each 
adjustment  follows  the  table. 
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DEPARTMENT  OF  SOCIAL  AND  REHABILITATION  SERVICES 


Program  Adjustments  and  Associated  Funding  Reductions 


BIENNIUM  TOTALS 


PROGRAM 


GENERAL 

TOTAL 

FUNDS 

FUNDS 

$   50,000 

$  136,505 

115,368 

521,632 

175,440 

607,059 

292,890 

653,175 

363,582 

363,582 

472,092 

1,633,536 

475,592 

1,637,538 

700,000 

700,000 

1,281,298 

1,281,298 

1.356.030 

4,692,145 

1 .      Restrict  Emergency  Assistance 


2.     Reduce  Outpatient  to  93% 


3.      Bid  Oxygen 


4.      Pay  Employables  after  20  Days 


5.     Prorate  Cash  from  date  of  Application 


6.      AFDC  Minor  at  Home 


7.     Out  of  State  Hospital 


8.      Non-assumed  County  Processing 


9.      Medically  Needy  Cash  Option 


10.      Include  $50  of  Rent  Assistance 


TOTAL  $5,282,292  $12,226,471 
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Restrict  Emergency  Assistance: 

The  Emergency  Assistance  Program  provides  temporary  assistance  to  low- 
income  families  facing  immediate  financial  crisis. 

Rationale:  The  Emergency  Assistance  Program  was  administered  by  local 
county  welfare  offices  under  very  broad  guidelines  with  the  result  that  eligibility 
of  recipients  and  the  situations  for  which  assistance  was  provided  varied 
considerably  from  county  to  county.  The  Department  has  recently  adopted  and 
is  implementing  policies  that  will  ensure  the  Emergency  Assistance  Program  is 
used  only  for  true  emergency  situations.  Additionally,  Department  staff  will 
require  prior  approval  for  all  expenditures  in  excess  of  $1,000  and  prior 
approval  for  all  medical  services. 

Estimated  number  of  people  impacted  -  not  capable  of  determination 
Savings:  FY  94  FY  95  Biennium 

General  Fund:  $25,000  $25,000  $50,000 


Reduce  Outpatient  Hospital  Reimbursement  to  93%  /  98.8%: 

This  adjustment  would  reduce  outpatient  hospital  reimbursement  to  98.8 
percent  of  allowed  costs  for  sole  community  hospitals  and  to  93  percent  for  those 
hospitals  which  are  not  sole  community  hospitals. 


14 


Rationale:  Currently,  Montana  Medicaid  reimburses  for  outpatient  services  at 
94.2  percent  of  allowed  cost  (100  percent  for  sole  community  providers).  This 
is  the  maximum  allowed  by  federal  regulation.  The  department  recommends 
a  reduction  to  93  percent  of  costs  in  FY  94  for  non-sole  community  providers, 
and  to  98.8  percent  of  costs  for  sole  community  providers,  pending  completion 
of  a  study  of  outpatient  costs.  This  adjustment  is  not  a  reduction  in  services 
and  consequently  should  have  no  impact  on  current  Medicaid  recipients. 

Estimated  number  of  people  impacted  -  NA 

Savings:  FY  94  FY  95  Biennium 

General  Fund:  $44,940  $70,428  $115,368 

Bid  Oxygen  Services: 

This  adjustment  would  change  how  Medicaid  purchases  oxygen  and  related 
equipment. 

Rationale:  Oxygen  services  represent  the  largest  portion  of  the  Durable  Medical 
Equipment  (DME)  Program.  It  is  estimated  that  FY  92  expenditures  for  oxygen 
are  approximately  $2,000,000.  The  program  could  attempt  either  competitive 
bidding  for  oxygen  service  or  direct  purchase  of  equipment  items  such  as 
oxygen  concentrators.  The  goal  of  the  project  would  be  to  achieve  a  15 
percent  savings  in  the  cost  of  the  service.  Services  to  current  recipients  would 
not  be  reduced.  Moreover,  continued  availability  of  services  in  rural  areas 
would  have  to  be  assured. 
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Estimated  number  of  people  impacted  -  None 

Savings:  FY  94  FY  95  Biennium 

General  Fund:  $86,940  $88,500  $175,444 


Pay  Employables  After  20  Days: 

Under  current  rules.  General  Assistance  (GA)  recipients  who  are  deemed 
employable  must  participate  in  the  Project  Work  Program  (PWP).  During  the  first 
month,  cash  assistance  payments  are  made  after  20  days  participation  in  the  work 
program.   Thereafter,  payments  are  made  on  the  first  of  the  month. 

Rationale:  The  department  proposes  to  delay  payment  to  employable  GA 
recipients  until  after  20  days  of  participation  in  the  PWP  during  each  month  of 
eligibility.  Such  delay  will  provide  a  strong  incentive  for  the  employable  GA 
recipients  to  actively  participate  in  the  training  program. 

Estimated  number  of  people  impacted  -    58  per  month. 
Savings:  FY  94  FY  95  Biennium 

General  Fund:  $146,445  $146,445$292,890 


Prorate  Case  from  Date  of  Application: 

Employable  recipients  of  General  Assistance  are  eligible  for  four  months  of  cash 
benefits.  Currently,  a  recipient  is  given  a  lump-sum  payment  at  the  end  of  the  fourth 
month  equal  to  the  amount  that  would  have  accrued  if  the  client  had  initially  applied 
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for  benefits  on  the  first  day  of  the  first  month. 

Rationale:  The  department  proposes  to  limit  the  cash  benefits  to  a  prorated 
amount  calculated  from  when  the  application  is  made  during  the  first  month. 
This  change  would  be  consistent  with  eligibility  criteria  for  the  AFDC  and  Food 
Stamp  programs. 

Estimated  number  of  people  impacted  -  144  per  month 
Savings:  FY  94  FY  95  Biennium 

General  Fund:  $181,791  $181 ,791$363,582 

AFDC  Minor  at  Home: 

For  AFDC  eligibility,  the  Department  would  require  that  pregnant  minors,  or  an 
unmarried  minor  parent,  reside  in  the  household  of  an  adult  parent  or  legal  guardian. 

Rationale:  This  proposal  would  reinforce  the  concept  of  maintaining  intact 
families  and  parental  responsibility.  In  instances  where  it  was  not  feasible  or 
appropriate  for  the  minor  to  reside  at  home,  the  parents  of  the  minor  would  be 
identified  and  referred  to  Child  Support  Enforcement. 

Estimated  number  of  people  impacted  -  244  cases  per  month. 
Savings:  FY  94  FY  95  Biennium 

General  Fund:  $236,046  $236,046$472,092 

Reimbursement  for  Out-Of-State  Hospitals: 
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Treat  cost-based  out-of-state  hospitals  the  same  as  cost-based  in-state  hospitals 
and  units. 

Rationale:  Out-of-state  hospitals  are  currently  paid  an  estimate  of  1 00  per  cent 
of  the  cost  if  providing  care  to  Montana  Medicaid  patients.  There  is  no  limit  on 
the  allowed  growth  in  their  costs  for  Montana  Medicaid.  The  department  will 
establish  facility-specific  allowed-cost  per  discharge,  limit  the  increase  in  that 
cost  to  the  TEFRA  increase  rate  and  cost-settle  at  the  end  of  each  provider 
fiscal  year  for  major  out-of-state  hospital  providers.  Additionally,  the 
department  will  require  that  1991  be  the  base  year  and  calculate  the  facility- 
specific  allowed  cost  per  discharge  forward  to  fiscal  year  1  994.  The  result  of 
these  adjustments  will  be  a  reimbursement  rate  equal  to  approximately  93%  of 
total  costs  in  1994.  There  are  approximately  20  out-of-state  hospitals  with 
sufficient  Montana  Medicaid  volume  to  warrant  putting  resources  into 
settlement.  These  20  hospitals  represent  about  75%  of  the  payments  made  to 
out  of  state  hospitals. 

Estimated    number   of  people    impacted  -    approximately    500    out-of-state 

admissions  each  year. 

Savings:  FY  94  FY  95  Biennium 

General  Fund:  $227,515  $248,077  $475,59 

Non-assumed  County  Processing: 

The  state  is  currently  paying  all  computer  processing  costs  and  the  costs  for  forms 
for  welfare  programs  in  both  the  state  assumed  and  non-assumed  counties. 

Rationale:   The  non-assumed  counties  should  pay  computer  processing 
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costs  associated  with  welfare  operations  in  their  counties. 

Savings:  FY  94  FY  95  Bienniunn 

General  Fund:  $350,000  $350,000$700,000 
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Medically  Needy  Cash  Option: 

Provide  Medically  Needy  recipients  the  option  to  pay  an  incurment  (premium) 
in  cash  each  month,  thereby  receiving  Medicaid  coverage  immediately  for  the  whole 
month. 

Rationale:  This  option  would  allow  potentially  eligible  Medicaid 
recipients  (under  the  Medically  Needy  Program)  the  ability  to  receive 
Medicaid  coverage  at  the  first  of  the  month  and  have  any  medical 
expenses  covered  by  Medicaid  rather  them  incurring  the  full  cost. 
Medicaid  expenditures  would  be  reduced  as  a  result  of  savings  that 
would  accrue  if  no  medical  services  were  necessary  and  as  a  result  of 
medicaid  reimbursing  for  medical  services  at  70  percent  of  billed 
charges. 

Estimated  number  of  people  impacted  -  1,638  cases  per  month. 
Savings:  FY  94  FY  95  Biennium 

General  Fund  $640,649  $640,649  $1,281,298 

Include  $50  Government  Rent: 

Currently,  approximately  one  third  of  AFDC  recipients  receive  some  form  of 
subsidized  housing.  The  Department  is  proposing  to  count  the  value  of  the 
governmental  rent  or  housing  subsidy  (up  to  a  maximum  of  $50)  against  the  monthly 
AFDC  benefit  payment. 
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Rationale:  Two  thirds  of  AFDC  recipients  do  not  receive  subsidized  housing 
benefits.  The  proposed  adjustment  would  make  calculation  of  AFDC  benefits 
more  equitable  for  all  recipients. 

Estimated  number  of  people  impacted  -  3,897  cases  per  month. 
Savings:  FY  94  FY  95  Biennium 

General  Fund:  $678,015  $678,015  $1,356,030 

The  Executive  Budget  recommends  that  a  0.75%  tax  be  levied  on  the  gross 
receipts  of  hospitals.  This  tax  would  force  hospitals  to  raise  their  rates  for  all  users 
and  is  not  a  particularly  good  source  of  revenue  for  state  government.  The  use  of 
these  types  of  strategies  to  increase  federal  Medicaid  matching  funds  are  under  review 
by  the  new  federal  administration  and  are  unlikely  to  be  available  in  the  future.  Some 
of  the  projects  proposed  to  be  funded  by  this  proposed  tax,  including  the  rate  increase 
for  hospitals,  are  worthy  and  important.  We  will  propose  a  funding  source  for  the 
family  practice  residency  program  when  this  is  discussed  in  sub-committee.  The 
concept  of  the  Montana  Health  Care  Commission  is  attractive  but  the  proposed  general 
fund  cost  of  over  $1  million  is  less  than  appealing.  We  will  work  with  the  affected 
interest  groups  to  see  if  a  less  expensive  alternative  can  be  developed. 

PROPOSALS: 

We  hope  that  everyone  agrees  that  we  should  make  every  effort  to  facilitate  the 
of  the  executive  branch  agencies  with  an  eye  to  reducing  the  layers  of  management 
and  empowering  employees  to  participate  in  agency  management.  This  concept  has 
been  written  about  extensively  over  the  past  few  years  and  is  described  generally  as 

21 


"Flattening  The  Organizational  Hierarchy".  As  we  discussed  earlier,  governments,  like 
private  corporations,  must  become  more  efficient  at  all  levels. 

A  very  necessary  part  of  this  effort  is  to  humanely  facilitate  the  movement  of 
senior  managers  out  of  government  rather  than  reorganize  and  lay-off  employees 
through  reduction  in  force  mechanisms.  The  logical  way  to  do  this  is  to  provide  an 
early  retirement  option,  with  no  penalty,  to  those  employees  who  have  worked  at  least 
twenty-five  years. 

This  can  be  accomplished  with  little  negative  impact  on  the  retirement  fund  if 
the  option  is  available  as  a  one  time  "window".  This  window  period  could  extend  from 
October  1,  1993  until  January  7,  1994  and  allow  people  to  retire  with  25/50  of  their 
high  three  years  salary.  We  estimate,  based  on  past  research,  that  200  people  would 
take  advantage  of  the  option. 

If  we  directed  the  agencies  to  carefully  analyze  whether  any  of  these  positions 
is  necessary  and  in  any  case  to  fill  only  one  of  every  two  management  positions 
represented  by  the  retiree  pool,  we  would  cut  nearly  100  high-pay  positions.  This 
would  also  provide  the  directors  the  opportunity  to  consolidate  organizations.  To 
smooth  the  transition,  we  recommend  that  the  statutes  be  amended  to  allow  retirees 
to  contract  with  the  agency  from  which  they  have  retired,  for  no  more  than  $5,000, 
within  the  six-month  period  after  they  retire  this  cannot  be  done  at  the  present  time. 
This  will  allow  directors  to  use  these  people  in  developing  their  plan,  if  they  so  desire. 

If  we  are  able  to  eliminate  100  management  level  positions,  one-half  of  which 
are  general  fund,  there  will  be  as  much  as  $3  million  saved  this  biennium.  This 
estimate  is  based  on  those  positions  having  an  average  cost  to  the  state,  with  benefits, 
of  $40,000  and  being  vacant  for  one  and  a  half  fiscal  years. 

Legislation  is  being  prepared  to  implement  this  recommendation.  Until  the 
provisions  and  fate  of  this  legislation  is  known,  we  are  asking  the  department  directors 
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not  to  fill  any  management  positions  such  as  bureau  chiefs,  division  administrators,  or 
deputy  directors  without  prior  approval  of  the  Governor's  office.  Any  currently  vacant 
position  of  this  type  should  be  frozen  until  we  have  thoroughly  evaluated  every 
opportunity  for  administrative  consolidation  within  the  agencies. 

The  Executive  Budget  does  not  contemplate  the  use  of  vacancy  savings  and 
puts  back  into  the  budget  many  of  the  5  percent  cuts  which  were  required  under 
section  13  of  House  Bill  2.  We  recommend  that  the  positions,  which  make  up  the  5% 
cuts,  be  removed  from  the  general  fund  budgets.  Given  that  the  agencies  identified 
these  positions  as  the  ones  that  they  considered  lowest  priority,  these  positions  should 
be  the  ones  removed.  The  total  reduction,  if  all  positions  recommended  to  be  reduced 
were  removed,  exceeds  $16  million  per  year  of  which  $6.6  million  is  general  fund.  The 
Executive  Budget  puts  $2.3  million  per  year  in  general  fund  back  in  the  budget.  We 
recommend  removing  those  funds  at  a  savings  to  the  general  fund  estimated  to  be 
$4.6  million  in  the  biennium. 

Agencies  will  be  allowed  to  substitute  general  fund  cuts  in  other  areas  for  the 
loss  of  these  positions  on  a  dollar-for-dollar  basis.  The  Department  of  Revenue  has 
chosen  to  drop  their  $2.9  million  request  to  provide  state  funding  for  county  assessors 
in  return  for  the  $1 .5  million  in  5  percent  cuts.  This  adjustment  increases  the  savings 
from  the  5  percent  to  $6.0  million  for  the  biennium.  Other  agencies  may  make  similar 
trade  offs  during  sub-committee  review.  However,  no  net  increase  in  general  fund 
requests  will  be  supported  by  the  administration. 

As  an  incentive  to  agencies  to  carefully  manage  their  budgets  and  in  recognition 
of  the  problems  caused  by  these  reductions,  we  propose  that  agencies  be  allowed  to 
request  from  the  budget  office  the  authority  to  carry  forward  any  money  left  at  the  end 
of  the  fiscal  year.  This  will  provide  the  agencies  an  incentive  to  save  funds  and  will 
give  them  some  flexibility  in  dealing  with  the  cuts  that  have  been  recommended.  Since 
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there  are  no  vacancy  savings  assessed  in  this  budget,  state  institutions  and  other 
agencies  with  critical  public  health  and  safety  missions  will  be  better  able  to  live  with 
the  same  level  of  position  reductions  as  other  state  agencies. 

Additional  general  fund  adjustments  that  we  will  propose  will  increase  the 
ending  general  fund  balance  by  at  least  $8.5  million  by  eliminating  Coal  Board  grants 
in  this  biennium  and  by  revising  the  funding  of  the  Water  Development  and  Renewable 
Resource  Development  programs  of  the  Department  of  Natural  Resources.  As  the  new 
directors  move  in  to  their  respective  agencies,  we  have  instructed  them  to  review  their 
budgets  and  put  forth  any  additional  changes  that  they  think  are  justified,  but  there  are 
to  be  no  increases  above  the  total  general  fund  recommended  by  the  Executive  Budget 
for  each  agency.  Hopefully  the  new  directors  will  be  able  to  identify  additional  areas 
to  be  reduced.  The  Office  of  Budget  and  Program  Planning  will  work  with  the  new 
directors  to  assure  that  total  general  fund  spending  Is  not  increased  by  adjustments 
that  they  offer. 

SUPPLEMENTALS 

As  the  list  of  supplemental  appropriations  in  the  Executive  Budget  shows,  a 
better  job  of  setting  appropriation  levels  and  controlling  spending  must  be  accomplished 
in  the  next  biennium.  There  is  simply  no  excuse  for  total  supplemental  requests  to 
exceed  $67  million  with  General  Fund  requests  making  up  over  $22  million  of  that 
total.  We  have  to  be  honest  with  the  taxpayers  and  with  ourselves  as  we  go  through 
this  critical  budget  year.  No  more  games.  We  should  either  honestly  fund  programs 
or  cut  services.  The  use  of  artificially  low  estimates  for  program  costs  may  make 
everyone  feel  good  at  the  time,  but  two  years  later  we  all  wake-up  with  a  hangover  as 
the  bills  come  due.    For  example,  Medicaid  must  either  be  adequately  and  honestly 
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funded  or  services  should  be  cut.  Let's  not  pat  each  other  on  the  back  as  the  session 
is  over  and  claim  a  balanced  budget  when  we  know  that  it  is  going  to  mean  a  big 
supplemental  appropriation  two  years  down  the  road. 

There  certainly  will  always  be  some  need  for  supplementals  since  we  are 
planning  for  expenditures  over  two  years  ahead,  but  there  is  no  justification  for  $67 
million.  The  Governor  will  seriously  consider  rejecting  any  budget  that  is  presented  to 
him  for  signature  if  it  is  not  honestly  funded. 

SUMMARY 

The  cuts  we  have  outlined  above  are  responsible  attempts  to  make  government 
more  efficient.  This  will  allow  us  to  reduce  the  tax  burden  on  Montana  workers  so  that 
they  can  be  more  competitive  in  the  challenging  years  ahead. 

Even  with  these  cuts,  this  budget  will  still  require  $1  20  million  in  the  biennium 
to  eliminate  the  deficit  and  leave  an  adequate  fund  balance.  We  have  chosen  not  to 
propose  a  mixed  batch  of  new  taxes  and  fees  and  have  rejected  the  accounting  magic 
of  past  years.  If  we  raise  taxes  on  business  and  personal  income  we  do  nothing  to 
enhance  the  ability  of  our  economy  to  grow  and  produce  new  income.  We  believe  that 
the  people  of  the  state  deserve  to  have  the  opportunity  before  them  to  permanently 
solve  our  fiscal  and  taxation  problems. 

As  we  stated  earlier,  we  believe  that  the  only  way  to  avoid  additional  and  more 
devastating  cuts  in  education  and  human  services  is  to  reform  our  tax  system  to  make 
Montana  more  attractive  as  a  place  to  invest  and  create  jobs.  This  is  the  only  way  that 
we  can  eliminate  our  perennial  deficit. 

However,  we  are  prepared  to  make  additional  cuts  if  the  people  of  this  state  are 
not  willing  to  accept  tax  reform  proposals.     If  our  economy  is  not  growing  and 
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generating  new  income,  there  will  be  no  other  choice.  Some  may  offer  a  smorgasbord 
of  increases  in  user  fees  and  miscellaneous  taxes.  These  are  patchwork  solutions 
which  ignore  our  long-term  challenge  to  reform  our  tax  structure  in  a  way  which  makes 
us  more  competitive. 
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SUMMARY  OF  REDUCTIONS  FROM  CURRENT  LEVEL 
IN  GOVERNOR  ELECT  BUDGET 

University  Spending  -$  25.0        Million 

K-12  Adnninistration  -$  28.2 

S.R.S.  Reductions  -$  5.3 

Payment-ln-Lieu  -$  6.8 

Cuts  in  Other  Agencies  -$  17.5 

Total  General  Fund  Cuts  -$  82.8 
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SUMMARY  OF  GENERAL  FUND  ADJUSTMENTS 

7/1/93          Beginning  General  Fund  Balance  per  OBPP  $     21.0 

R.O.C.  Revenue  Estimate  for  the  Biennium  $    970.8 

Total  Funds  Available  (Current  Law)  $    991 .8 

Governor  Stephens'  Proposed  Spending  ($1,105.9) 


GOVERNOR  RACICOT'S  ADJUSTMENTS 

K-1  2  Local  School  ($28.2  -  14  Stephens)  -$     14.2 

University  System  ($25  -  43  Stephens)  +$     18.3 

Early  Retirement,  5%  Cuts,  and  Funding  Adj  -$     17.5 

Payment-in-Lieu  of  Taxes  Adjustment  -$      6.8 

Miscellaneous  Reductions  in  S.R.S.  Budget  -$      5.3 

Revised  General  Fund  Spending  Proposal  ($,1080.4) 

Funds  for  Deficit  Reduction  from  Tax  Reform  +$     120.0 
Proposal 

6/30/95       BIENNIUM  ENDING  FUND  BALANCE  $      31.4 
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